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SUBJECT: Long-Term Care Caregiver Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWVVARY OF BI LL

Thi s provision would provide for a $500 non-refundable credit to taxpayers who
are eligible caregivers for each applicable individual in need of |ong-termcare.
An applicabl e individual may be the taxpayer, spouse of the taxpayer, or a
gual i fyi ng dependent, as defined, who has been certified to have |long-term care
needs. The credit would not be allowed to married couples filing a joint return
wi th adjusted gross incone (AG) of $100,000 or nore and $50,000 or nore for al
ot her i ndividual s.

SUVMARY OF AMENDMENTS

Prior to the June 15, 2000, anendnents, the bill contained intent |anguage
regardi ng education. The amendnments renoved the intent |anguage and repl aced
that | anguage with the long-termcare credit |anguage.

EFFECTI VE DATE

This provision would be effective i mMmedi ately upon enactnent and operative for
taxabl e years beginning on or after January 1, 2000, and before January 1, 2005.

LEGQ SLATI VE HI STORY

AB 2268 (2000) contains the sanme provisions as this bill except AB 2268 does not
contain the AG limtation

AB 2096 (2000) would provide for a $500 credit to taxpayers who provide |ong-term
care to elderly individuals who reside with the taxpayer
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AB 2281 (2000) would allow 25% of the cost of long-terminsurance as a deduction
starting in the 2002 tax year and increnentally increasing to 100% begi nning in
the 2007 tax year.

SPECI FI C FI NDI NGS

Under federal |aw |long-termcare services are defined as services necessary to
di agnose, prevent, cure, treat, mtigate, rehabilitate, and maintain or to
provi de personal services to a chronically ill individual. A chronically il

i ndi vidual is generally defined as an individual certified annually by a |icensed
heal th care practitioner as being unable to perform (wthout substanti al

assi stance) at least two of the following activities of daily living (ADLS):
eating, toileting, transferring, bathing, dressing, and continence or requires
substantial supervision to protect such individual fromhealth and safety
concerns due to severe cognitive inpairnment.

Current federal |aw specifically allows a deduction for nedical expenses for the
unr ei nmbur sed expenses for qualified long-termcare services provided to the

t axpayer, the taxpayer’s spouse, or the taxpayer’s dependents (subject to the
present-law floor of 7.5%of AG). Anmounts received under a long-termcare

i nsurance contract (regardl ess of whether the contract reinburses expenses or
pays benefits on a per diemor other periodic basis) are treated as rei nbursenent
for expenses actually incurred for medical care.

Long-term care insurance prem uns, |ike nmedical care insurance preniuns, are
explicitly treated as nedi cal expenses and are deductible on a graduated scal e
based on the individual’'s age before the close of the taxable year.

Age of 1 ndividual Maxi mum Deducti on
40 or |ess $200
More than 40 but less than 50 375
More than 50 but | ess than 60 750
More than 60 but |ess than 70 2,000
More than 70 2,500

Current |aw al so excludes fromgross i ncome of the enployee any enpl oyer
contributions to accident and health plans, including contributions to cafeteria
pl ans or “flexible spending arrangenents,” as defined. |In addition, current |aw
excludes fromgross incone the receipt of benefits fromlong-termcare insurance

Current federal |aw inposes an information reporting requirenment on insurance
conmpani es paying long-termcare benefits. |In addition to the normal reporting
requirenments (identification of the recipients and anounts paid out by the
conpany), the insurance conpany also nust include the type of policy issued to
the recipient. A penalty excise tax may be inposed on issuers of long-termcare
i nsurance conpanies that fail to satisfy the above requirenents.

Current California law confornms to federal tax provisions related to | ong-term
care.
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Federal law allows a $2,750 (for 1999) exenption (deduction fromincone) for each
dependent of the taxpayer. To qualify as a dependent, an individual nust:

(1) be a specified relative or nenber of the taxpayer's househol d;

(2) be acitizen or resident of the U S. or resident of Canada or Mexico;

(3) not be required to file a joint tax return with his or her spouse;

(4) have gross incone bel ow the dependent exenption anount ($2,750 in 1999) (the
gross incone threshold test) if not the taxpayer's child; and

(5) generally receives over half of his or her support fromthe taxpayer (the
support test).

California |l aw conforns to the federal definition of a dependent. However, in
lieu of a $2,750 deduction fromincome, the state allows a credit, $227 for 1999,
that is applied against the taxpayer's tax liability.

Speci fic Findi ngs

This bill would provide a $500 non-refundable credit for each applicable

i ndi vidual for whomthe taxpayer presumably provides long-termcare. An
appl i cabl e individual may be the taxpayer, spouse of the taxpayer, or a
qualifying (under this bill) dependent who has been certified to have |ong-term
care needs.

For purposes of this credit, this bill would broaden the definition of a
dependent (I RC Section 152/ RTC Section 17056) in tw ways. First, the gross
income threshold test would increase to the sumof the federal personal exenption
anmount, the federal standard deduction, and the additional federal deduction for
the elderly and blind (if applicable). In 1999, the gross inconme threshold would
generally be $7,050 for a non-elderly dependent and $8, 100 for an elderly or
bl i nd dependent. The threshold anobunts are cal cul ated using the federal anounts.

Second, the support test would be deenmed nmet if the taxpayer and an individual
with | ong-termcare needs reside together for a specified tinme period. The

| ength of the specified period would depend on the relationship between the
taxpayer and the individual with |ong-termcare needs. The specified period
woul d be over half the year if the individual is an ancestor or descendant of the
t axpayer or the taxpayer’'s spouse. Oherw se, the specified period would be the

full year. |If nore than one taxpayer is an eligible caregiver for the sane
i ndividual with |ong-term care needs, then those taxpayers generally nust
desi gnate the taxpayer who would claimthe credit. |If the taxpayers fail to do

so or if they are married to each other and filing separate returns, then only
the taxpayer with the higher nodified federal AG would be eligible to claimthe
credit.

Under this bill, an individual age six or older would be considered to have

| ong-termcare needs if he or she were certified by a |licensed physician (prior
tothe filing of a return claimng the credit) as being unable for at |east six
nonths to performat |east three ADLs w t hout substantial assistance from anot her
i ndi vidual due to a loss of functional capacity (including individuals born with
a condition that is conparable to a | oss of functional capacity).

A child between the ages of two and six woul d be considered to have | ong-term
care needs if he or she were certified by a |icensed physician as requiring
substantial assistance for at |least six nonths with at |east two of the follow ng
activities: eating, transferring, and nobility.
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A child under the age of two would be considered to have |ong-termcare needs if
he or she were certified by a licensed physician as requiring for at |east six
nont hs specific durable nedical equipnment (for exanple, a respirator) by reason
of a severe health condition or requiring a skilled practitioner trained to
address the child' s condition when the parents are absent.

As under the present-law rules relating to long-termcare, ADLs woul d be eating,
toileting, transferring, bathing, dressing, and continence. Substanti al

assi stance woul d i nclude both hands-on assistance (the physical assistance of
anot her person without which the individual would be unable to performthe ADL)
and stand-by assistance (the presence of another person within armis reach of the
i ndividual that is necessary to prevent, by physical intervention, injury to the
i ndi vi dual when perform ng the ADL).

As an alternative to the 3-ADL test descri bed above, an individual would be
consi dered to have long-termcare needs if he or she were certified by a |icensed
physician as (a) requiring substantial supervision for at |east 180 consecutive
days (a portion of which occurs within the taxable year) to be protected from
threats to health and safety due to severe cognitive inmpairnment and (b) being
unabl e for at |east 180 consecutive days (a portion of which occurs within the
taxabl e year) to performat |east one or nore ADLS or to engage in age
appropriate activities as determ ned under regul ati ons prescribed by the
Franchi se Tax Board (FTB), in consultation with the Secretary of Health and

Vel fare Agency.

This bill would provide that a portion of the period certified by the physician
woul d have to occur within the taxable year for which the credit is clained.
After the initial certification, individuals would have to be recertified by
their physician within three years of the due date for filing the return of tax
for the taxable year (w thout extensions) or such other period as the FTB
prescri bes.

This bill would require the taxpayer to provide a correct taxpayer identification
nunber for the individual with | ong-termcare needs for which the credit is to be
claimed, as well as a correct physician identification nunber for the certifying
physician on the tax return. Failure to provide correct taxpayer and physician
identification nunbers would be subject to the nmathematical error rule. Under
that rule, the FTB nay deny the credit and summarily assess additional tax due
wi t hout sending the individual a notice of proposed assessnent. Further, the
taxpayer could be required to provide the physician certification upon the FTB s
request.

This bill would provide that no credit would be allowed to married couples filing
ajoint return with federal AG of $100,000 or nore and $50,000 or nore for al
ot her i ndi vi dual s.

Pol i cy Consi derati ons

This credit would not be limted to taxpayers or applicable individuals who
reside in California.
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This bill would not actually require the taxpayer to provide |long-termcare
to an applicable individual. This bill would only require the applicable

i ndividual to be certified as needing long-termcare and that the applicable
i ndi vidual be the taxpayer, taxpayer’'s spouse, or a qualifying dependent of
t he taxpayer.

This bill requires that any FTB regul ations be adopted in consultation with
the Health and Welfare Secretary governing physician certification based on
one or nore ADL or inability to perform age appropriate activity. Perhaps
such regul ations are nore properly adopted by Health and Wl fare Agency.
The FTB would rely solely on the physician’s certification.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Revenue | osses under the Personal |Inconme Tax Law for a stand-al one state
credit are estinmated as foll ows:

Revenue Impact of AB2871 |
For Taxable Years Beginning
1/1/2000
Assumed Enactment After
6/30/00
(In Millions)

2000-01 | 2001-02 | 2002-03
-$39 -$33 -$36

Thi s anal ysis does not consider the possible changes in enpl oynment, personal
i ncone, or gross state product that could result fromthis proposal.

Tax Revenue Di scussi on

The inmpact of this bill would depend upon the nunber of taxpayers eligible
to claimthe credit (estinated to be approxi mately 135,000), the average
credit clainmed, and the average credit applied agai nst avail able tax
liabilities.

This estimate is based on the estinmate calculated by the U S. Treasury for a
simlar federal credit adjusted for California.

Starting with the federal inpact on liabilities:

1. The California eligible population is assuned to be 11% of the nation.
2. Because California tax rates and proposed credit are | ower than federal
tax rates and $1, 000 proposed federal credit, it is assunmed that the
credit absorption rate would be 75% of the federal (a greater portion of
the calculated credit would not be applied because of insufficient tax

liabilities).
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3. Because the inconme caps proposed in federal |egislation are greater than
the incone caps proposed in this bill, it is assuned that the eligible
popul ati on woul d be 92% of the federal estimate. This assunption is
based on the departnment’s Personal |ncone Tax nodel for taxpayers bel ow
the federal inconme caps.

BOARD PGSI TI ON

Pendi ng.



